Addressing
Benefit
Equity:
The CalPERS
Proposal

SB 400 (Ovrtiz and Burton)

Prepdred by

The California
Public Employees’
Retirement System

400 P Street
Sacramento
California
95814

(916) 326-3991

For Further
Information Contact
Our Website

www.calpers.ca.gov



The average

CalPERS member
retires with 18.8

years of service
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THE PROBLEM

The basic retirement formula for the vast majority of state
and school members has not improved in 30 years.
Inequities exist between classes of membership.

RETIREES ARE NOT KEEPING PACE

B Retirees suffer up to a 25% reduction in their initial
purchasing power.

B The average monthly allowance for a CalPERS service
retiree is $1,175. The average service retirement for
school miscellaneous members is $627.58 a month.
According to the federal Dept. of Health &

Human Services, the 1999 poverty level for a family of
two is $922 a month.

STATE MISCELLANEOUS & INDUSTRIAL TIER TWO 1S AN
INADEQUATE, INFERIOR PLAN

B Ticr Two is widely known as an inferior, inadequate plan
that contributes to the state’s inability to attract
talented employees in a tight labor market, especially
in specialized job skill areas.

B Employees are workiﬁg side by side, and earning benefits at
a smaller rate than colleagues performing the same jobs.

STATE & SCHOOL PENSION BENEFITS HAVE FALLEN BEHIND
THAT OF MOST LOCAL GOVERNMENTS -

gl Two thirds of non-safety employees in local agencies

within the CalPERS family enjoy the 2% at 55 formula;
some local agency pension benefits are even higher.
Most State workers hired before July 1, 1991 have a

2% at 60 formula (Tier One). State workers hired on

July 1, 1991 or after have a 1% at 60 formula (Tier Two).

Addressing Benefit Equity: The CalPERS Proposal



THE SCHOOL EMPLOYEES FINAL AVERAGE COMPENSATION | ‘
BASIS DIFFERS FROM OTHER STATE PLANS, DISADVANTAGING |
THEM WITHOUT PURPOSE.

B Basic equity calls for standardization of this benefit,
especially since the school employer fund is so flush that
employer contributions are projected to be zero for the next

26 years at current benefit levels. The average age

CalPERS members
STATE SAFETY EMPLOYEE RECRUITMENT DEMANDS RIGHER retire under a
- BENEFITS , service retirement
M Many local government law enforcement and public safety is age 61.

employees have more generous pensions that recognize the
unique hazardous duties and the more limited tenure of
these strenuous, stressful positions. To attract and retain -
high caliber state safety employees, it is necessary to raise
the level of benefit to remain competitive.
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CalPERS paid

$4.4 billion in
benefit payments
last fiscal year.
Investment earnings

over the last 4

years totaled nearly
$70 biilion.

THE PROPOSAL

A 5% Ad Hoc Increase for All Current State and
Classified School Retirees

MW It provides a 5% ad hoc increase for those who retired
before 1993, and scaled down increases to those who retired
from 1993 to the date of the enactment of legislation.

Eliminate Inferior State Miscellanesus and Industrial Second
Tier Retirement Plan and Allow Those With Current Second
Tier Service to Opt Into First Tier

M Close the tier two plan for state employees hired on and
after January 1, 2000; allow those with tier two service
to opt into first tier on a prospective basis; and convert
second tier service; with purchase of past service through
a variety of methods.

| Schoo! Employee Pensions Would Be Based on Highest

One Year Salary, Rather Than Average of the Highest Three
Consecutive Years of Salaries, To Be Consistent with Other
CalPERS Members

M The proposal will calculate school pensions using the
highest one year compensation as is currently the case
with nearly all others.

Improve Basic Pension Plan for Non-Safety State and School
Employees to a Level Comparable to Most Local Government
Non-Safety Employees

B 2.7% at 65 — State Miscellaneous and Industrial
MW 2.7% at 65 — School employees

Improve Basic Pension Plan for State Safety Employees
M 2.35% at 56 — State Safety

B 3% at 55 — State Peace Officer/Firefighter
B 3% at 50 — California Highway Patrol

Addressing Benefit Equity: The CalPERS Proposal



COSTS OF THIS PROPOSAL

WHAT IS THE INCREASED LIABILITY OF THIS PACKAGE?

The increased liability would be $5.14 billion for the state
employees, and an additional $2.748 billion for school
employees. :

WHAT IS THE EXISTING LEVEL OF EXCESS ASSETS THAT WOULD
BE APPLIED AGAINST THESE LIABILITIES?

The excess assets — prior to being applied to the new benefit
package — total approximately $10.417 billion for state
employee plans, and an additional $7.289 billion for the school
employee plan. '

ASSUMING THE EXCESS ASSETS ARE APPLIED AGAINST THESE
LIABILITIES, WHAT WOULD REMAIN IN EXGESS ASSETS?

After consideration for the increased accrued liability,; the re-
-maining excess assets will be approximately $5.002 billion for
the state fund and $4.541 for the schools fund. -

WHAT IS THE OVERALL PACKAGE WORTH WHEN ONE COMPARES
IT TG A PAY RAISE?

The package equates to a 2 — 2.5% pay raisé.

HOW MUCH DID THE STATE PAY IN CONTRIBUTIONS LAST YEAR
AND HOW WILL THAT AMOUNT DIFFER IN FY 99/00 FOR THE

STATE EMPLOYEE CONTRIBUTIONS AND SCHOOL CONTRIBUTIONS ?

The state’s contribution was about $766 million for FY 98/99.
This has been reduced to $463 million for the 99/00 FY and

would be further reduced to $160 million for the 99/00 FY with |

the enactment of this proposal.
The increased contributions of about $600 million — which
reflect the first year cost of the benefits — will begin being

applied in the 01/02 FY.

The School employer rate will remain at zero for the next 12
years if actuarial assumptions are met.

Addressing Benefit Equitiy: The CalPERS Proposal

Cost of these
enhancements is
equal to a 2% to
2.5% pay raise.
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Even though the
State's employer
rate of contribu-
tions is now zero
for the classified
school employee
fund, school
workers continue
to pay 7% of their
salary toward
retirement, The
State’s employer
contribution for its
miscellaneous
member is the
lowest it has been
since 1944.

HOW WILL IMPROVEMENTS
BE FINANCED?

CalPERS has enjoyed excess earnings in its fund, as a result |
of the booming stock market and investment strategies of the
CalPERS Board. A substantial portion of the cost of this
package can be financed through the excess returns of the
CalPERS fund without jeopardizing its future ability to meet
pension obligations.

Certain aspects of the benefit equity proposal will be funded
directly by excess assets. The cost of the other aspects of the
proposal will be funded by amortizing existing excess assets
over the next 20 years. Such amortization reduces the
employer’s annual contributions,

CalPERS fully expects the State’s contribution to remain
helow the 1998/99 fiscal year for at least the next decade.

 The components of this actuarial process include the following

actions by the CalPERS Board:

Employ for JUNE 30, 1998 VALUATION 95% of the MAR-

KET VALUE OF ASSETS. Currently it is valued at 90% of
market value.

Amortize the JUNE 30, 1998 EXCESS ASSETS OVER A 20

- YEAR PERIOD BEGINNING JULY 1999, Currently, it is

amortized over 30 years.

For the SCHOOL PLAN, continue current zero cost for the next
12 years or more.

Addressing Benefit Equity: The CalPERS Proposal



FINANCIAL FACTS AT A GLANGE

Fund chart — shows growth of income over last four years

20.9%

Some 67.7 percent
of all CalPERS

19.5%

assets are in equi-

16.3%

15.3% ties; 27.6 percent

are in fixed income;
and 4.7 percent are

in real estate.

9495 9596  96-97 07-98

State Contribution for All State Employees

$1.223 Billion — 1997/98
$ 776 Million — 1998/99
$ 463 Million — 1999/00

State Contribution for School Employees

$318 Million —~ 1997/98
No cost — 1998/99
No cost — 1999/00

Addressing Benefit Equitiy: The CalPERS Proposal 6



The average
CalPERS retiree
receives $1,175 a
month in service
benefit allowance.
The average school
retiree receives
$627.58. The
federal poverty line

Sor a family of two
is $922 a month.
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IMPACT ON THE STATE
OF CALIFORNIA

Taxpayers

NO INCREASE OVER CURRENT EMPLOYER
CONTRIBUTIONS IS NEEDED FOR THESE BENEFIT
IMPROVEMENTS

State Agencies and School Districts
IMPROVED ABILITY TO RECRUIT

CalPERS State & School Active Members
FAIR, EQUITABLE PENSION

CalPERS Retirees

PREVENT FINANCIAL HARDSHIPS CREATED BY
FAILURE OF PENSION TO KEEP UP WITH COST
OF LIVING

CalPERS Fund
FUND WILL REMAIN FULLY FUNDED.

Addressing Benefit Equity: The Call’'ERS Proposal



IMPROVING STATE
MISCELLANEOUS FORMULA-
Why Is It Necessary?

_ Two-thirds of all

In 1990, qu. Deukn_lejian ‘signed legislatic_)n that allowed local agency
local agencies an option to improve the retirement formula ccellaneous
for non-safety employees to provide 2% of final compensa- iscetianeo
tion at 55. To date, nearly 400 local governmental agencies members
have adopted this — covering two thirds of non-safety em- have the 2% at 55
ployees in CalPERS plans}. Here is a list of the Iocal. agen- formula. Many
cies which currently provide 2% at 55 formula to miscel-

county systems

laneous employees.
have comparable

or higher formulas.

Local Agencies Lead The Way For Miscellaneous Employees

Under this formula, for example, an employee who started working at

age 30 can retire with 50% of pay at age 55, after having worked for the
agency for 25 years. Previously, the norm had been to provide 2% at age 60,
the formula now applicable to school and state non-safety employees.

Alameda Ciy

Alameda Co, Conpestion Mgmt Auth
Alumeda Co, Mosquitg Abaie Dist,
Alameda Co. Schools insurance Group
Alameda Co. Wasic Mgmt Authorily
Alameda Co. Wawer Dist.

Amador Co.

American Canyon Cily

Amcrican River Fin: Protection Dist.
Anderson City

Antioch Clty

Apple Valley Town O

Apios La Selva Fine Protection Dist.
Arcadia City

Azrusa City

Rakersficld City

Barstow City

Bell Gardens City

Belmont City

Benicia Ciy

Berkeley City

Big Bear City Airpon Dist.

Bishop City

Blythe City

Breniwoeod City

Brishane Cily

Broektrails Comm Service Dist.
Buelhion City

Burbank City

Burtingame Cily

Calaveras Co.

Calayeras Cn. Waier Dist.
Culaveras Public Uiility Dist,
Califomnia City

Camhria Comm Service Dist,
Campbell City

Canyan Lake City

Carlshad City

Carson City

Caslaic Lake Water Agency
Casiro Vafley Sanilalion Dist.
Ceniral Fire Prolect. Dist. Santa Cruz
Co

Central Marin Saniialion Agency
Cerritos Ciiy

Chico Arca Recreation & Park Disl.
Chicn City

Chino City

Chula Vista City

Clowis City’

Coachella éity

Caastal Municipal Water Bist.
Caleon City

Colusa Co,

Coluso Mosquitae Abatement Dist,
Commerce City

Complen Cily

Concord City

Cordelia Fire Protect. Dist. Of Selana Co,

Coming Cily

Corona City

Coronada Cily

Cosia Mesa Ciy

Crescent City

Cresuine Lake Amawhead Water Apency
Cucamanga Ca. Waeer Disl,
Cudahy Ciy

Culver Ciy

Cupertino City

Daly City

Davis Cily

Del Nore Co.
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Delta Vectar Control Dist

Desent Hox Springs City

Diamond Springs Ei Dorado Fire Protect. Dist.
Dixon City

Duos Palos City

Daowiey City

Dwarte City

Dublin San Raman Service DisL.
East Ray Diischargers Authority
East Co. Fire Prolection I¥st
East Vailey Waler DisL

Eastcrn Municipal Water Dist.

E! Cajon Chy

El Centro City

E{ Ceryito City

El Dorado Hills Co. Water Dist.
El Monte City

Escondide Cily

Escondido Comm Devel &

P

Estero Municipal Improvement Dist. (Foster Cty)
Euncka City
Faidax Town Of
Fairfield City
" Feather River Air Quality Mpmi Dist.
Featbier River Reccation & Park Dist.
Fern Valley Water Dist.
Falsom City
Fremom City
Garden Grove City
Gardena Cily
Georgetown Divide Public Uiitily DisL
Gilroy City
Glendale City
Glendora City
CGlenn Co. Mosquito Abatzment Dist. #1
Goleta Water Dist
Grass Valley City
Greal Basin Unified Air Poliutian Control Dist.
Greater Los Angeles Co. Vector Conlml DisL
Gridley City
Hanford City
Hayward Acca Reereation & Park Dist

Hayward City
Healdsburg City
Hearthand Comim Favility Autherity
Helix Water Dist.
Hemet City
Hereules City
Heritage Ranch Comm Service Dist,
Hightand City
‘Humboldt Bay Municipal Water Dist.
Humboldl Co,
Huntingtoa Park City
. Imperial Beach City
Independont Cities Association. Inc.
Indian Wells City
Indio City
Industy City
Inglewood City
Indand Countics Regional Cemey, Inc,
Intzrgovemmental Training and Develap. Cenler
Inyo Co.
lewindale City
Jackson City
¥ern Co. Councit O Govemn

Kern Co. Local Agency Formation Commizsion
Kings Mosquito Ahaement Dist,

La Mesa City

La Mirada City

La Puente City

La Quinua Ciwy

La Veme City

Lake Co.

Lake Elsinore City

Lancasier Cily

Las Gallinas Valley Sanitation Dist Marin Co
Leman Grove City

Lemoore City

Linceln City

Lindsay City

Little Lake Fire Protection Dist

Livermore Cily

Lomita Cily

Lang Beach City

Los Alios City

Las Allos Hills Town Of

Los Angeles Cily Comm. Redevelopmt Agency
Los Angeles Co. Sanilatian Dise No 2

Los Banas City

Las Gatos Town OF

Lower Tule River lerigation Dist

Madera Ciy .

Madera Co. Mosquitn & Vecior Contol Dist
Manteca Cicy

Marin Co Sanitation Dist. No. 5

Murin Co. Sanitation Dist, No. |

Marin Municipal Water Dist.

Maripasa Co.

Maninez Cily

Marysville City

Maywood City

Menin Park City

Musropolitan Transpanation Commission
Metropolitan Water Dist. Sauthern Calif
Mid-Placer Pubilic Schoals Trans, Authority
Midpeninsula Reg Open Space Dist,

Mill Valley Ciy

Milibrae City

Milpitas City

Mission Yieja City

Mojave Water Agency

Manrovia City

Manchair City

Monbello City

Muonpiecilo Fire Proteetion DisL

Monicrey Peninsula Regional Park DisL
Monterey Reg Waste Mg Dist,

Marena Valley City

Muowro Bay City

Meuntain View City

M1 Shasia Ciy

M. View Sanision Dist. Conira Costa Co.
Murrigta Cily

Murricta Fire Proteciion Dist.

Napa City

Mapa Co.

Napa Ca. Mesquito Abatement Dist.

Napa Sanitation Dist

Naticnal City

Nationat Cily Comm Developmnt Commission

Mevada City

Nevada Co.

Nevada Irrigatien DHsL

Mewark City

Nareo City

Norh Coast Unified Air Quulity Memt Dist.
North Co. Teansit DisL.

North Marin Water Dist.

Nosth State Coop Library System
Northstar Comm Service Disl.

Oakdale City

Qakland City

Oceanside City

Olivenhain Muricipal Water Dist.
Omario City

Omange City

Orland Cemetery Dist

Oro Loma Sanitation Dist.

Onnard Harbor Dist.

Pacilic Grove City

Pacifica Cily

Padre Dam Municipal Water Dist,

Palm Desert Cily

Palm Springs Cily

Patmdale City

Palmdale Water Dist

Paradise Town OF

Paramount City

Patterson City

Petaluma City

Pine Cove Co. Water Dise,

Placentia City

Placer Co.

Piacer Ca, Resource Conservation Dist.
Placer Co. Transponacion Commission
Placer Co. Waler Agency

Pleasant Hill Martinez Joint Facilily Agcocy
Pleasantan City

Plumas Co.

Pont Hueneme City

Part San Luis Harbar DisL

Puway Cily

Runche Adobe Fire Praluction Distices
Runcha Calif Water DisL

Rancha Cucamonga City

Raneho Cucamonga Fire Protection Dist
Ranche Mirge Cily

Ranche Sania Fe Fire Proieetion Dist.
Red Blulf Cily

Redding City

Redonda Beach City

Redwood City

Rescuc Fire Protection Distirct

Rialie City

Richardson Bay Sanilation Dist.
Richmond City

Ridgecrest City

Rincon Valley Fire Pratection Dist.
Riverside Cily

Riverside Co.

Riverside Co, Flood Control & Water Cnurl Disi
Riverside Co. Law Library

Riverside Co. Reg Park & Open Space DisL
Riverside Co. Waste Resources Mgmt Dist.

Riverside Ca.Transportation Commission
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Riverview Waier Dist,

Rohnert Park City

Rosemead Cily

Roseville City

Ross Town Of

Rowland Water DisL

Russian River Firc Proteciion Dise, -

s Co. Fire Pt ion Dist

Sacto. Yolo Mosquite & Vector Control Disl.

San Andrcas Sanitation Dist,

San Bruno City

$an Carlos City

San Dicgo Association of Government

San Diego Co. Waler Authority

San Diego Metra Transit Development Board
San Diegn Trolley, Inc.

San Elijo Joint Powers Autharity

San Francisco Bay Arca Rapid Transit Dist.
San Francisco City/Co. Redevelop. Agency
San Franciso Co. Transit Authority

San Joaguin Co. Housing Awhority

San Leandro Cily

San Mateo City

San Miguel Consofidaied Fire Protection Dist.
San Pablo City

Sanges City

Sants Ana City

Santa Barbara City

Santa Clara Co Central Fire Protection DisL
Sana Clara Co.

Santa Clara Co. Tralfic Authority

Sanua Clara Co. Transit Dist

Santa Clara Valley Water Dist,

Santa Clarita City

Santa Cruz Cily

Santa Cruz Co Law Library

Santa Cruz Co.

Santa Cruz Local Agency Foermation Commission
Santa Cruz Mewro Transit Dist.

Samta Fe lorigation Dist.

Santa Fe Springs Ciry

Santa Maria City

Santa Maria Pub Airpont Dist.

Sania Paula City
_Santa Rosa City

Santee City

Sausalite Marin City Sanitation Dist.
Scotls Valley Fire Prowetion Disy.

Seal Beach City

Scaside City

Sebastopol City

Shasta Co.

Shasta Masquite Abatcment Dist.

Siskiyou Co.

Salana Beach Civy

Solana Co.

Solano brrigation Dist

Sofano Transporation Authority

Sonoma City

Sonora Civy

Saulh Bay Regional Public Comm Autharity
Soulh Bayside Sysiem Authority '
South Lake Tahoe City

South Placer Five Dist.

South Placer Municipal Uiliy Dist

Sauth San Franciseo City

South San Luis Ohispo Co. Sanitation Dist.
Southern Calif Association of Government
Stale Water Conlractors

Stockton City

Stockion East Water DisL

Sutsun City

Summit Cemelery Dist.

Sunnyvale City

Suiter Co.

Tahoe City Public Udlity DisL

Tahoe Truckee Sznilation Agercy
Temecula Ciiy

Thausand Oaks City

Titwroa Fire Pretection Dist

Teacy City

Truckee Fire Protection Dist,

Tulare City

Tuolumna Utilitics Dis

Twentynine Palms Clty

Ukiah Cily

Unian Ciy

Union Sanjtation Dist,

Vacaville City

Vallecitos Waler Disl,

Vallgjo City

Vallcjo Sanitation & Flood Controt Dist
Valley Ca. Wawer Dist.

Vallcy Of The Moon Waier DisL.

Valley Wide Recreation & Park Dist
Ventura (San Busnaventura City)
Veman City

Victorville City

Visalia City

Vista Cily

Yista Irmipation Disy

Wainul Crexk City

Water Replenishment Dist. of Southem Catil
West Covina Ciry

West Sacramente Cily

" West Stanislaus Irrigation Disi

West Valley Sasilalion D!sl. Sanwa Clara Co.
Westem Municipal Water Disw

Whinier City

wilits City

Willows Ciry

Woodhridpe Rurat Ce. Fire Proteciion Dist.
Woodland Cily

Yolo Co Communi Emergency Services Apency
Yountville Town Of

Yuba City

Yuba Co,

Yuba Sutter Transil Aulhority

Addressing Benefit Equitiy: The CalPERS Proposal
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86% of all
CalPERS retirees,
survivors and
beneficiaries live in

California

i1

CHRONOLOGY

How We Got Here: A Chronology 0f Board Action

June 1998 CalPERS Board announces employer contribu-
tion rate reductions which resulted in reduced
State contributions of $766 million..
Wilson Administration fails to apply savings to
improve member benefits. Majority of State
employees see no pay raise or benefit increase.

August 1998  The Board of Administration approved Resolu-
tion BD 98-04, which recommended the Gov-
ernor and Legislature introduce and support
legislation that: would remedy inadequate
retirement plan provided for state employees
currently participating in tier two retirement
plan, remedy inadequate and inequitable cost-of-
living adjustments for retirees, and remedy ineq
uities in schoot and public agency membership.

Feh. 1999 Board directs staff to bring forward prdposals
to end inequities.

April 1999 Chief Actuary reports that due to investment
decisions by CalPERS Board, the employer
rate for state workers will be reduced again,
resulting in another projected savings in State
contributions of more than $300 million. State
also will continue to pay zero contributions for
school members.

May 3, 1998 Board held special hearing on proposals.

May 21, 1998 Benefits & Program Administration Comimittee
received proposal and postponed final action
pending more information.

June 16, 1999 Board adopts resolution calling on the Governor
and Legislature to consider ending inequities
and offers to help finance it through excess
assets.

Addressing Benefit Equity: The CalPERS Propasal



APPENDIX

RESOLUTION

By the Board of Administration of the

California Public Employees’ Retirement System
To The Governor of the State of California

and The State Legislature

Subject: Redress of Inequities Within : No. BD-99-03
Existing Retirement Programs
for State and Schoal Employees
and Retirees Covered by CalPERS

WHEREAS, the California Constitution provides that the Board of Administration
(Board) of the California Public Employees’ Retirement System (CalPERS) has the sole
and exclusive authority for the administration of CalPERS, including the provision of all

actuarial services.

WHEREAS, the California Constitution provides that the Board must discharge its duties
with respect to CalPERS sclely in (he interest of, and for the exclusive purposes of
providing benefits to participants and their beneficiaries; minimizing employer contribu-

tions to CalPERS; and defraying reasonable administrative expenses.

WHEREAS, the California Constitution provides that the Board’s duty to CalPERS

participants and beneficiaries shall take precedence over all other duties.

WHEREAS, the purpose of CalPERS, as articulated by the legislature when the System
was created in 1932, is to effect economy and efficiency in the public service by assuring
that public employees may, when they reach the age of retirement or become incapaci-

tated, retire from the active workforce “without hardship or prejudice.”

WHEREAS, the Board's Misston is o advance the financial and health security of aif of
those who participate in CalPERS.

WHEREAS, although the Board has the authority and duty to interpret and implement
existing statutory provisions that establish retirement benefits, it does not have the

authority to unilateraily create new benefits.

Addressing Benefit Equitiy: The CalPERS Proposal
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APPENDIX

WHEREAS, during the past ten years, CalPERS has earned an annual return of 13.5% on
its investments: and more recently during the past four fiscal years, CalPERS has earned

significant returns on its investments, as follows:

Fiscal Year 1994-95 16.31 percent
Fiscal Year 1995-96 15.31 percent
Fiscal Year 1996-97 20.09 percent
Fiscal Year 1997-98 19.50 percent

WHEREAS, these investment retumns have been significantly higher than the actuarially
assumed return rate of 8.5 percent, thus illustrating the sustained strength and growth of

the Public Employees’ Retirement Fund.

WHEREAS, in March 1998 and following an extensive deliberation of the issue, the
Board adopted new economic assumptions, which are used for setting employer contribu-
tions rates; in so doing, the Board fowered the assumed investment return rate f{om 8.5t0
8.25 percent, the assumed inflation rate from 4.5 to 3.5 percent, and the long-term wage

growth rate from 4.5 to 3.75 percent.

WHEREAS, as a result of CalPERS’ continued high investment returns, lower inflation,
and the March 1998 economic assumptions, the employer contributions due from the

State of California and School Employers has continued to decrease:

1997-98 Employer Rates 1998-99 Employer Rates 1999-00 Employer Rates
State Miscellaneous Tier 1 12721% 8.541% 5.026%
State Miscellaneous Tier 2 9.822% 6.437% 2976%
State Industrial 9.048% 4,583% 0.026%
State Safety 13.754% 9.440% 9.513%
State Peace Officer/ Firefighter 15.270% 9.591% 4.575%
California Highway Patrol IS.SIIS% 13.541% [3.345%
Schaols 6.172% 0.000% 0.000%

WHEREAS, this steady decrease in contributions resulted in savings to the State of
California for fiscal year 1998-99 of over $455 million, and will result in savings for
fiscal year 1999-00 of over $300 million; School Employers’ contributions were reduced
in 1998-99 by over $315 million, and those employers continue to pay no coniributions 10
CalPERS.

Addressing Benefit Equity: The CalPERS Proposal



APPENDIX

WHEREAS, the funded status of the State and School plans has similarly improved:

June 30, 1996 June 30, 1997 fune 30, 1998
State Miscellaneous 89.3% 99.4% 110.7%
State Industrial A - 11L2% 126.7% 139.1%
State Safety - i 110.4% . Ne3% .1%
Stare Peace Oficerf Firefighier 104.2% 116.9% 1324%
Califomia Highway Patrol 99.8% 100.0% ) 100.0%
Scheols 104.4% 120.3% 128.7%

WHEREAS, although employer contributions vary according to current economic
assumptions and actuarial valuations, employee contributions are fixed by statute, and
thus even when a plan may be significantly overfunded, employees must continue to

contribute.

WHEREAS, in 1990, the Board agreed to make certain changes to its actuarial policies,
specifically: (a) approve the payment of quarterly State employer contributions rather
than monthly, (b) reduce the size of the Reserve Against Deficiencies from 0.3% to 0.2%,
(c) reflect the net actuarial gain for fiscal year 1988-89 over a five year amortization

period, and (d} adopt a 40 year amortization period for the State.

WHEREAS, this agreement by the Board was contingent on the enactment of certain
legislation that provided State members with a benefit calculated based on one-year

highest compensation, rather than three-years.

WHEREAS, other than the “one-year final compensation” benefit adopted in 1990, State
members' retirement benefits have not substantively improved for nearly 30 years;

School members’ retirement benefits have had no improvement during this same period.

WHEREAS, the Board’s Legislative Policy Standards (approved on June 19, 1996),
provide that the Board will sponsor and support legislative action that redresses “inequi-

table, unfair or discriminatory benefits.”

WHEREAS, the terms and conditions of employment for certain CalPERS covered
employees are subject to the collective bargaining processes set forth in the California
Govemnment Code, sections 3512 et seq. (state employees), 3543 (public school employ-

ees), and 3560 et seq. (employees of institutions of higher education).

Addressing Benefit Equitiy: The CalPERS Proposal
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APPENDIX

WHEREAS, California Government Code section 20233 requires the Board to report to
the Legislature on whether existing increases to retirement allowances are meeting the
objective of preserving the purchasing power of benéfits, and also to report on the

amount of supplementary increases required to meet that objective.

WﬁEREAS. the Board has completed a study of existing benefit inequities for the State

and School plans, and has identified certain improvements that can redress the inequities.

WHEREAS, the Board has also determined that, with a change in actuarial methodology
(i.e., valuing assets on a one time basis at 95% of market value, rather than the current
three-year smoothing method using 90-110% of market value; and utilizing a funding
period of 20 years) these benefit improvements can be funded for a period exclusively‘

from current surplus assets and thus not increase the employers’ 1999-00 contributions.
NOW THEREFQRE BE IT RESOLVED THAT:

The CalPERS Board of Administration recommends that the State Legislature adopt, and

that the Governor sign, Jegislation that would accomplish all of the-following:

1. Eliminate Tier 2 for all State employees hired after the date of the legislation,
providing all current Tier 2 members with the option to join Tier 1 for past
and/or future service (with past service purchased according to provisions

substantially comparable to Senate Biil 399).

2. Provide an ad hoc cost of living increase to all State and School retirees,

according to the foilowing retirement dates:

Retirement Date Ad Hoe COLA

December 31, 1992 and earlier 5%
January 1, 1993 — December 31, 1993 4.5%
January 1, 1994 — December 31, 1994 4%
January 1, 1995 — December 31, 1995 3%
January 1, 1996 — Effective date of the

legislation adopting this COLA 2%
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3. Adopt the fo]lowi'ng benefit formulas:
Membership Classification . Formula
State Miscellaneous and Industrial 2.7% @ 65
State Safety 2.35% @ 56
State Peace Officer/Firefighter 3% @ 55
California Highway Patrol 1% @ 50
School 21% @65
4, Adopt one-year final compensation for school members.

BE IT FURTHER RESOLVED THAT:

Upon the enactment of legislation redressing benefit inequities, the Board of Administra-

tion of the California Public Employees’ Retirement System will:

A, Employ, for the June 30, 1998 valuation, 95% of the market value of CalPERS’

assets as the actnariai value of assets; and

B. For the State of California plans, arhortize the June 30, 1998 excess assets over a

20 year period beginning July I, 1999; and

C. For the School plan, amortize the June 30, 1998 excess assets over the appropri-
ate period of time to maximize the number of years the plan would have a 0%

employer rate.

I hereby certify that on the 16th day of June 1999, the Board of Administration of the

California Public Employees’ Retirement System, made and adopted the foregoing

WILLAM DALE CRIST
PRESIDENT
BOARD OF ADMINISTRATION

Resolution.
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OPINIONS

“T think it's good public policy...”

Senate President Pro Tem John Burton ( D-San Francisco),
Los Angeles Times, June 17, 1 999

“It’s long overdue, particularly (addressing) the Tier Two
inequities...Employees working side by side were earning benefits at
different rates yet doing the same jobs...It’s time to remedy the decisions
made when the economy was much poorer than it is now.”

Assemblywoman Deborah Ontiz, Chair,

Assembly Public Employees, Retirement and Social Security Committee

Sacramento Bee, June 17, 1999

“This is a-spccial opportunity to restore equity among CalPERS members
without it costing a dime of additional taxpayer money.”

Dr William D. Crist, President, CalPERS Board,
June 16, 1999 ’

“This package does not in any way threaten the soundness of the CalPERS
fund. It will enable the state and schools to be better able to recruit high
quality workers to deliver a high level of service to taxpayers.. .and it will
provide for a decent pension allowance for retirees who have not been able
to keep up with the cost of living.”

Michael Flaherman, Chairman,
CalPERS Benefits and Program Administration Committee,
June 15, 1999,

“When I left public service in 1983 and went into the private realm,

1 found that the pay scales in the public realm were better than...in the
private sector...I come back 15 to 16 years later and find the jevel of public
benefits for actives and retirees has eroded substantially where I do
believe we are threatening our ability to attract and retain people in

public service and just as importantly we are not taking care of people

in retirement... ”

State Treasurer Phil Angelides, June 15, 1999 at CalPERS
Benefits and Program Administration Committee

“What is important is to build the foundation so that this state has the
capacity to do what is needed to motivate good people to come into
public service.”

Controller Kathleen Connell,

Benefits and Program Administration Committee,
June 15, 1999,
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